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TAGS: ECON. UK 

SUBJECT: ECONOMIC DEVELOPMENTS - WEEK ENDING SEPT. 26 

BEGIN SUMMARY: THE SEVERITY OF THE CURRENT DOWNTURN WAS 
BROUGHT HOME BY THE PROVISIONAL GROSS DOMESTIC PRODUCT 
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TIVE STABILITY, GDP DECLINED AT AN ANNUAL RATE OF BETWEEN 
10 AND 12 PERCENT. THIS WAS THE BACKGROUND FOR THE 205 
MILLION POUND UNEMPLOYMENT PACKAGE ANNOUNCED BY THE CHAN- 
CELLOR. THESE MEASURES ARE AIMED AT CREATING OR MAINTAIN- 
ING UP TO 100,000 JOBS WHICH OTHERWISE WOULD HAVE BEEN 
ELIMINATED BECAUSE OF DECLINING OUTPUT. WHILE THE DOMES- 
TIC REACTION TO THIS PROGRAM HAS BEEN SKEPTICAL, THE FOR 
EIGN EXCHANGE MARKETS SEEMED TO REGISTER APPROVAL AS THE 
POUND STRENGTHENED SOMEWHAT FOLLOWING THE ANNOUNCEMENT OF 
THE PROGRAM. 

1. GROSS DOMESTIC PRODUCT BELOW 1973 LEVELS. PROVISION- 
AL ESTIMATES SHOW A DROP IN REAL TERMS OF BETWEEN 2-1/2 
AND 3 PERCENT IN THE OUTPUT OF GOODS AND SERVICES IN THE 
UK DURING THE SECOND QUARTER. THIS OUTPUT-BASED MEASURE 
IS CONSIDERED AS THE MOST RELIABLE SHORT-TERM INDICATOR 
OF MOVEMENTS IN GDP. THE GDP OUTPUT INDEX (1973 EQUALS 

100 AND MEASURED IN 1970 PRICES) STANDS AT 96.3 OR 4.7 
PERCENT BELOW ITS PEAK OF 100.6 REACHED DURING THE THIRD 
QUARTER OF 1974. MOST OF THE FALL OCCURRED IN THE INDEX 
OF PRODUCTION INDUSTRIES, WHOSE OUTPUT FELL BY 5 PERCENT 
DURING THE SECOND QUARTER. THE SLIGHTLY NARROWER INDEX 
OF MANUFACTURING OUTPUT FELL BY 6-1/2 PERCENT WITH THE 
SHARPEST DECLINES IN THE METAL MANUFACTURING, CHEMICALS, 

COAL AND PETROLEUM PRODUCTS. 

2. MEASURED ON AN EXPENDITURE BASIS, GDP FELL BY 2 TO 
2.1/2 PERCENT DURING THE SECOND QUARTER. THE VOLUME OF 
CONSUMER SPENDING WAS DOWN BY 2 PERCENT. THE VOLUME OF 
EXPORTS OF GOODS AND SERVICES FELL BY 5 TO 5-1/2 PERCENT, 
ALTHOUGH THIS FIGURE IS DISTORTED BY THE EFFECTS OF A 
DOCK STRIKE. THE VOLUME OF FIXED INVESTMENT WAS 2-1/2 TO 

3 PERCENT LOWER THAN IN THE FIRST QUARTER, BUT INVEST- 
MENT IN MANUFACTURING WAS DOWN BY 7 PERCENT. THE DECLINE 
IN INVENTORIES, PUT AT 340 MILLION POUNDS, WAS DOUBLE THE 
DECLINE RECORDED DURING THE FIRST QUARTER. MANUFACTURERS 
INVENTORIES FELL BY 125 MILLION POUNDS, THE FIRST SUCH DE- 
CLINE SINCE THE 3 DAY WEEK PERIOD DURING THE FIRST QUAR- 
TER OF 1974. 

3. USING FACTOR INCOMES AT CURRENT PRICES, PRODUCES A 
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SECONDQUARTER INCREASE OF 1 PERCENT IN TOTAL DOMESTIC IN 
COME. THE LARGEST ELEMENT, INCOME FROM EMPLOYMENT, ROSE 
BY 3 PERCENT. THESE INCREASES WERE THE SMALLEST FOR ANY 
RECENT PERIOD AND REFLECT RISING UNEMPLOYMENT AND A TREND 
TO SHORTER WORK WEEKS AS THE RECESSION DEPENED. AFTER 
INVENTORY PROFITS ARE ELIMINATED, GROSS TRADING PROFITS 
OF COMPANIES DECLINED BY 10 PERCENT DURING THE SECOND 
QUARTER. NATIONALIZED INDUSTRIES REGISTERED A 12 PERCENT 
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DECLINE IN THEIR GROSS TRADING SURPLUS ON THE SAME BASIS. 
ONLY INCOME RECEIVED BY THE SELF EMPLOYED AND RECIPIENTS 
OF RENTALS ROSE DURING THE SECOND QUARTER. THESE TWO 
GROUPS SHOWED AN INCREASE OF 7 PERCENT. 

4. MONEY SUPPLY. THE BROADLY DEFINED MONEY SUPPLY (M3) 
GREW AT A SEASONALLY ADJUSTED ANNUALIZED RATE OF 14.3 
PERCENT DURING THE THREE MONTHS TO AUGUST 20. THIS IS A 
SIGNIFICANT INCREASE OVER THE THREE MONTHS TO JULY 20 
WHEN THE RATE OF INCREASE IN M3 WAS 6.6 PERCENT. DURING 
THE JULY 16 - AUGUST 20 PERIOD M3 INCREASED BY 2.3 PER- 
CENT FROM 37.51 BILLION POUNDS TO 38.37 BILLION. THE 
RATE OF INCREASE IN M3 CONTINUED TO BE LOWER THAN THE 
RATE OF PRICE INFLATION. THIS IS DUE IN PART TO THE 
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AMCONSUL BELFAST 
AMCONSUL EDINBURGH 
USMISSION EC BRUSSELS 
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GOVERNMENT . S CONTINUING SUCCESS IN SELLING GILT-EDGED 
SECURITIES TO THE PUBLIC AND THE LOW PRIVATE SECTOR DE- 
MAND FOR CREDIT. 

5. EXCHANGE RATE AND GOLD: 

(DATES) 9/18 9/25 CHANGE 

EXCHANGE RATE $2.0795 $2.0480 DOWN $0.03L5 

EFFECTIVE DEPRECIATION 
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(PERCENT) 27.7 28.5 WIDENED 0.8 

GOLD $L39.25 $L35.00 DOWN $4.25 

6. FORWARD DISCOUNT ON STERLING: 


(DATES) 

9/18 

9/25 

CHANGE 

1 MONTH 

0.60 

0.65 

UP 0.05 

3 MONTHS 

1.70 

1.80 

UP 0.10 

6 MONTHS 

3.15 

3.35 

UP 0.20 


(ALL FFIGURES IN CENTS) 


7. EURODOLLAR INTEREST RATES: 

(DATES) 9/18 9/25 CHANGE 

1 MONTH 7 6-3/4 DOWN 1/4 

3 MONTHS 7-1/4 7-1/2 UP 1/4 

6 MONTHS 8-3/8 8-3/4 UP 3/8 

8. LOCAL AUTHORITY DEPOSIT RATES: 

(DATES) 9/18 9/25 CHANGE 

1 MONTH 10.3/16 10-9/16 UP 3/8 

3 MONTHS 10-7/16 10.11/16 UP 1/4 

6 MONTHS 10-11/16 11 UP 5/16 

9. THE MINIMUM LENDING RATE NEMAINS UNCHANGED AT 1 1 PER- 
CENT AS OF FRIDAY, SEPTEMBER 26, L975. 

RICHARDSON 
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